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SUBJECT: Conformty Act of 1999

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED APRIL 19, 1999 STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

The Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law (B&CTL),
in general, conformto the Internal Revenue Code (I RC) either by incorporating the
I RC by reference as of a “specified date” or by stand al one | anguage which mrrors
the federal provision. California lawis confornmed to the IRC as of January 1
1998, unless a specific provision provides otherwise. This bill would change the
specified date fromJanuary 1, 1998, to January 1, 1999, for taxable and incone
years beginning on or after January 1, 1999. Changing the specified date
automatically conforns to all changes from January 1, 1998, through Decenber 31
1998, to I RC sections that have been previously incorporated by reference. Thus,
California |l aw woul d conformto numerous changes made to federal incone tax |aw by
the IRS Restructuring and Reform Act of 1998 and certain other federal acts
enacted during 1998.

This bill al so woul d make nunerous changes to specifically not conformor nodify
certain itenms in the IRC. Additionally, nunerous technical changes regarding
cross references and the deletion of unnecessary | anguage that was used to conform
to federal |aw changes subsequent to January 1, 1998, and prior to January 1,

1999, are being nade by this bill.

SUMVARY OF AMENDMENT

The May 28, 1999, anendnent would conform California law to two additional federal
items that were not contained in the prior version of the bill: increasing self-
enpl oyed health insurance deduction to 60% and all owi ng certain B&CTL taxpayers to
el ect to expense the cost of certain depreciable assets in an anmount up to $17, 000
per year. This analysis discusses only these two changes in the bill, which are
shown below as itens 12 and 13.

Board Position: Department Director Date
S NA NP
SA 0] _ _NAR
N OUA __X___ PENDING Gerald Goldberg 6/10/1999

C:\WINDOWS\TEMP\AB 1208 5-28 BA9F.DOC
LSB TEMPLATE (rev. 01-96) 06/24/99 7:15 AM



Assenbly Bill 1208 (Revenue and Taxation Comittee)
Amended May 28, 1999
Page 2

EFFECTI VE DATE

Unl ess ot herwi se specified, this bill would apply to taxable and inconme years
begi nning on or after January 1, 1999.

SPECI FI C FI NDI NGS

12. Sel f-Enpl oyed Health Insurance Deduction Increased to 60%

Exi sting federal |aw provides for a deduction in determ ning adjusted gross incone
(AG) of 60% (effective for 1999) of a self-enployed individual's cost for health
i nsurance. Federal |law also allows the deductible percentage to increase
increnentally to 100% begi nning in the year 2003. The percentage is increased as
foll ows:

1999 t hrough 2001 60%
2002 70%
2003 and thereafter 100%

California |l aw provides for 40% of the cost of a self-enployed individual’s cost
for health insurance to be deductible in determ ning AG .

Under both federal and state |law, “health insurance costs” include prem uns paid
for health insurance of the taxpayer, taxpayer’s spouse and dependents. Certain
qualified “long termcare prem uns” are al so considered health insurance.

Additionally, under both federal and state |law, a deduction for health insurance
for self-enmployed individuals is not allowed fromgross incone if the individua

or individual’s spouse is eligible to participate in any subsidized health plan of
any enpl oyer of the individual or individual’'s spouse. The deduction from gross
income is limted to the extent of the individual’'s federal earned incone fromthe
busi ness fromwhich the health coverage was established.

Finally, under both federal and state |aw, the cost of health insurance incurred
by a self-enployed individual that is not deductible in determ ning AG may be
taken as an item zed nedi cal deduction. I|tem zed nedical deductions are limted
to the amount that exceeds 7.5% of the taxpayer’s AD. Al individuals may deduct
heal th i nsurance costs paid by the individual, which are not excluded fromincone,
as an item zed nedi cal deduction subject to the 7.5% AG@ fl oor

This bill would increase the percentage of health insurance deductible by self-
enpl oyed individuals to 60% for 1999, and thereafter.

13. Election to Expense the Cost of Certain Depreciable Assets Permtted
Under the B&CTL.

Federal law and PITL provides that in |ieu of depreciation, a taxpayer with a
sufficiently small anmpbunt of annual investnent in depreciable assets may elect to
currently deduct, rather than capitalize and depreciate, up to $19, 000 of the cost
of qualifying property placed in service in a taxable year beginning after
Decenber 31, 1999. |In general, qualifying property, comonly referred to as
section 179 property, is defined as depreciable tangible personal property that is
purchased for use in the active conduct of a trade or business.
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The limtation anmount is reduced (but not below zero) by the anpunt by which the
cost of section 179 placed in service during the taxable year exceeds $200, 000.

In addition, the anmount eligible to be expensed for a taxable year may not exceed
the taxabl e income of the taxpayer for the year that is derived fromthe active
conduct of any trade or business (determ ned without regard to this provision).
Any ampount that is not allowed as a deduction because of the taxable income
limtation may be carried forward to succeedi ng taxable years (subject to simlar
limtations).

The federal and PITL expense anount increases from $19, 000 to $25,000. The
increase is phased in as foll ows:

Taxabl e year

begi nni ng i n- Maxi mum expensi ng
1999 $19, 000
2000 $20, 000

2001 and 2002 $24, 000

2003 and thereafter $25, 000

Under the PITL, California lawis currently in full conformty with the federa
| aw section 179 deduction. Prior to 1999, the maxi num anpbunt all owed as a
deduction under the PITL for section 179 was | ess than the federal anpunts.

Under current California law, S corporations (and their sharehol ders) are all owed
a section 179 deduction under the PITL. For inconme years beginning on or after
January 1, 1999, an S corporation rmay elect to expense up to $19,000 in the
computation of the S corporation’s nmeasured tax (presently the S corporation tax
rate for non-financial corporations is 1.5%)

Under the B&CTL, California | aw does not conformto the federal |aw expensing
provi sion but instead allows “additional first-year depreciation” of 20% of the
cost (up to a maxi mum of $10, 000 per year) of qualifying property. Thus, a

maxi mum expense deduction of $2,000 per year is allowed. Property qualifying for
the “additional first-year depreciation” is simlar to property qualifying under
section 179. Prior to the enactnent of the present day section 179 deducti on,
“additional first-year depreciation” was the federal rule.

This bill would conformthe California B&CTL to federal section 179 deducti on
with a | ower maxi rum amount all owed as a deduction. Under this bill the maxi num
annual anount that could be expensed under the B&CTL woul d be $17,000. This bil
woul d not affect an S corporation’ s section 179 deducti on.

Under the B&CTL, this bill also would make the federal election to expense itens
under section 179 binding for California purposes and a separate el ection would
not be all owed.

Techni cal Consi der ati ons

Amendments |, I, 111, and IV wuld nmake technical corrections clarifying a
federal section 179 election nust be made to all ow t he deduction for
Cali fornia purposes.
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FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Assembly Bill 1208 (As Proposed to be Amended)

Personal Income Tax

Bank & Corporation

Tax
(in millions) (in
millions)
Description 1999-0 2000-1 2001-2 1999-0 2000-1 2001-2

1 |Exclusion of value of meals to employee (1) (1) (1)
2 |Employer Deductions for Vacation and Severance Pay a/ | Minor Gain | Minor Gain | Minor Gain $2 $3 $3
3 [Certain Trade Receivables Ineligible for Mark-To-Market Treatment Minor Gain | Minor Gain | Minor Gain $12 $18 $18
4 [Exclusion-Min. Req. Distributions from AGI for Roth IRA Conversions  |b/ - - -
5 [Farm Production Flexibility Contract Payments Insignificant | Insignificant | Insignificant | Insignificant | Insignificant | Insignificant
6 |Certain Deductible Liquidating Distributions of RICs & REITs c/ $40 $5 -
7 |Tax Treatment of Cash Options for Qualified Prizes Minor Loss | Minor Loss | Minor Loss
8 [Exclusion from Income for Employer-Provided Transportation Benefits Insignificant | Insignificant | Insignificant | Insignificant | Insignificant | Insignificant
9 [Payments Received Pursuant to the Ricky Ray Hemophilia Relief Fund Insignificant | Insignificant | Insignificant

Act
10|Waiver of Estimate Tax Penalty No Impact | No Impact [ No Impact | No Impact | No Impact | No Impact
11|1998 Federal Technical Changes Insignificant | Insignificant | Insignificant | Insignificant | Insignificant | Insignificant
12|Self-Employed Health Insurance Deduction at 60% ($21) ($19) ($25) - - -
13| B & C Section 179 Expensing Allowance at $17,000 - - - ($32) ($23) ($17)

TOTALS ($22) ($20) ($26) $22 $3 $4

Minor = Loss or gain of less than $500,000

a/
b/

c/

BOARD POSI TI ON

Pendi ng.

Baseline revenue gains are projected to be $65 million for 1999-0 and $3 million thereafter.
Baseline revenue gains are projected to be $84 million for 2004-5, $101 million for 2005-6, and $99 million for 2006-7. Conformity gains are
estimated to be $1 million annually beginning with the fiscal year 2004-5

Baseline revenue gains are projected to be $15 million annually beginning in 1998-9,




Anal yst Jeff Garnier
Tel ephone # 845- 5322
At t or ney Patri ck Kusi ak

FRANCH SE TAX BOARD S
PROPOSED AMENDIMVENTS TO AB 1208
As Amended May 28, 1999
AMENDMENT |

On page 35, line 8, insert after “(a)” and before "An el ection":

(1)

Anendment |
On page 35, line 9, insert after “Revenue Code”:

for federal purposes

Anmendment ||
On page 35, line 10, after "shall be" and before “”an el ection”, insert:

treated as

ANVENDIVENT | V
On page 35, between lines 14 and 15, insert:

(2) If a taxpayer fails to nake an election for federal purposes under Section
179(a) of the Internal Revenue Code, relating to expensing certain depreciable
busi ness assets, no el ection under Section 179(a) of the Internal Revenue Code
shall be allowed for state purposes, and a separate election for state purposes
shal |l not be allowed under paragraph (3) of subdivision (e) of Section 23051.5.



